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Glenda E. Reid, CPA
The University of Toledo
Toledo, Ohio
The current question is not "Will we have 
forecasting?" but, "How rapidly is it ap­
proaching?" and "How far will accoun­
tants extend their services in forecast­
ing?"
Forecasting is one of the most con­
troversial subjects in accounting today. A 
forecast may be defined as simply an "es­
timate" of what will take place or as a 
"prediction" of future results. It is not to 
be confused with a budget, a pro-forma 
statement, nor is it to be considered the 
company's goal. The estimate or predic­
tion is usually expressed quantitatively in 
the form of physical units, and/or dollar 
values.
The purpose of this article shall be to 
give a brief background, to express man­
agements' feelings, to express accoun­
tants' attitudes, to show current reporting 
practices in annual reports, to present the 
problems associated with forecasting, 
and to relate its current status within the 
profession.
History
The Code of Professional Ethics published 
by the American Institute of Certified 
Public Accountants prohibits accountants 
from attesting to forecasting with the di­
rective: "A member shall not permit his 
[sic ] name to be used in conjunction 
with any forecast of future transactions in 
a manner which may lead to the belief that 
the member vouches for the achievability 
of the forecast."1 The interpretation of 
Rule 204, stated above, "does not prohibit 
a member from preparing, or assisting a 
client in the preparation of, forecasts. . . . 
When a member's name is associated 
with such forecasts, there shall be the pre­
sumption that such data may be used by 
parties other than the client. Therefore, 
full disclosure must be made of the 
sources of the information used and the 
major assumptions made in the prepara­
tion of the statements and analyses, the 
character of the work performed by the 
member, and the degree of the responsi­
bility he [sic ] is taking."2
In February 1973, the Securities and Ex­
change Commission (SEC) announced it 
would no longer ban forecasted informa­
tion in the statements of companies is­
sued under federal securities laws. Dis­
closure was optional, not mandatory, 
provided the forecasted data was not 
made available to any parties as "inside 
information." The SEC decided that, at 
this time, forecasts need not be indepen­
dently audited.
The report of the AICPA's study group 
on "The Objectives of Financial State­
ments," better known as the Trueblood 
Report, emphasized the consumer's need 
to make economic decisions. This group 
recommended that forecasts should be 
provided if useful to the user for invest­
ment purposes and for extending credit.
So, the choice is left up to the individual 
companies and the debate rages: to pub­
lish forecasts or not to publish forecasts?
Management's Feelings
How does management react to this 
issue? The international accounting firm 
of Coopers and Lybrand surveyed and re­
ceived a response from 1300 companies.3 
The views, of course, were both negative 
and positive.
The negative side was expressed:
"The view that if management can 
give a forecast to an analyst, it can as 
easily give it to the public . . . is a little 
like saying that, since you can give 
hydrochloric acid to a chemist, you can 
give it to a child.
"We are disturbed over the evident 
misunderstanding of the role and uses 
of forecasts . . . management develops 
forecasts first and primarily as a basis 
for . . . operating decisions essential to 
the running of the business. . .
The positive view is quoted:
"We believe that by making public 
earnings forecasts, management 
eliminates the guessing games, re­
duces the possibility of one source 
getting privileged information and 
creates an atmosphere in which de­
velopments can be discussed freely
"We will recognize and hope stock­
holders will appreciate that forecasting 
is difficult and imprecise and that it 
involves the art of judgment rather 
than the science of accounting 
technique."4
The survey found that more than 52 
percent of corporate decision makers are 
against public disclosure of financial fore­
casts, and that the negative reaction gets 
stronger the closer the executive is to the 
financial function.
At ASWA Eastern Regional Conference 
in Memphis in May 1974, Paul Bradshaw, 
vice-president of finance for Wayne- 
Gossard Corporation, said United States 
corporations give out more information 
than any other corporations in the world, 
yet the cry is for more information. Speak­
ing on behalf of management Mr. Brad­
shaw expressed concern with the risks of 
inaccuracy and legal liability and the ef­
fect this might have on the credibility of 
the corporation. Stating that forecasts are 
subject to frequent revision, he believes 
that for many companies they are not 
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even reasonable estimates, but rather 
constitute goals. He suggested that two 
forecasts might be required — one for in­
ternal use and one for publication.
Accountants' Attitudes
If management, in general, opposes pub­
lishing forecasts in their annual reports to 
stockholders, how, indeed, does the ac­
countant react?
An article in the Winter 1974 issue of 
The Ohio CPA reports on a survey of at­
titudes of certified public accountants re­
garding financial forecasts.5 The wide 
variance of opinion within the accounting 
profession is further supported by tes­
timony presented in recent SEC hearings. 
Joseph P. Cummings of Peat, Marwick, 
Mitchell & Co. argued that financial fore­
casts are useful and feasible, . . . that they 
are an extension of corporate disclosure 
and to have credibility will need to be 
independently reviewed.6
In opposition, Harvey Kapnick of 
Arthur Andersen & Co. takes a strong 
stand against publication of financial 
forecasts. He believes that sophisticated 
analytical methods applied by 
mathematicians, market analysts, 
economists, and others requires an exper­
tise not possessed by most accountants. 
Mr. Cummings would assemble such a 
team of experts to deal with forecasting.
Although there is disagreement on the 
qualifications of the accountant for 
evaluating forecasts, accountants do 
agree that the real problem is the attesta­
tion of forecasts. Although most current 
discussions are concerned with forecasts 
included in documents filed with the 
SEC, there is belief that the requirement 
will spread to other reporting areas and 
on a regular basis. The large accounting 
firms employing a variety of specialists 
will be able to meet these needs; however, 
the smaller accounting firms may en­
counter great difficulties in developing 
the necessary technical capabilities.
Practice in the United Kingdom 
Current practice in the United Kingdom 
is that the auditor's report" attests that the 
forecasts are based on the economic, 
commercial, marketing and financial as­
sumptions made by management and 
that the accounting bases and calculations 
are correct."7 The report includes 
management's assumptions, but these 
are not attested to by the auditor. Projec­
tions that turn out to be off by more than 
ten percent are investigated by a review 
board.
Accountants in the United Kingdom 
hesitated in reporting on forecasts several 
years ago but now feel comfortable about 
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doing so. The United Kingdom has no 
class action suits, no securities acts like 
the U.S. 1933 and 1934 Acts, and British 
auditors are seldom sued.
Current Reporting in the United 
States
With such caution and reluctancy ex­
pressed by management and accountants, 
it would be expected that few, if any, U.S. 
corporations have published forecast in­
formation in their annual reports to 
stockholders.
According to Accounting Trends and 
Techniques, published by the AICPA, in 
1971 four companies reported that sales or 
earnings would increase or decrease by a 
specified amount or percentage. In 1972, 
22 companies included such forecasts. Of 
these 22, four gave more information than 
just commentary.
Fuqua predicted net earnings and earn­
ings per share for 1973. Its forecast was off 
$20 million on 1973 earnings, or one 
penny on earnings per share.
Pall Corporation's annual report in­
cluded a table of actual 1972 sales, 
forecasted 1973 sales, and backlog orders 
at the beginning of 1973 by major product 
lines.8
International Minerals & Chemical 
Corporation provided the forecast in nar­
rative form. It listed the expected changes 
in 1973 income in dollars with the reasons 
for such changes, e.g., price increases, 
interest rates, etc.”
The LTV Corporation's 1973 operating 
forecast included a definition of forecast­
ing and the assumptions made to arrive at 
the amounts for 1973. The basic assump­
tions made included a ten percent growth 
rate in the gross national product, con­
tinuation of Phase III wage and price con­
trols, increases in material costs, and no 
significant changes in the corporate tax 
structure.10
No statistics were available at the time 
of this research on 1973 annual reports. 
Approximately 40 1973 annual reports 
were selected at random and reviewed for 
forecasting data. Not one of these 40 con­
tained any forecasting information.
Current Problem Areas
What are some of the problem areas facing 
the accountant? Some of the major ones 
are development of the assumptions used 
in making the forecast, disclosure of the 
assumptions made, technical problems, 
accuracy, auditing of forecasted informa­
tion, legal liability and credibility.
Assumptions made in preparing fore­
casts may be many or singular. Manage­
ment may decide to rely upon past experi­
ence. Combined with this may be new or 
changed levels of activity, revised man­
agement policies and programs, and new 
facilities. The forecast may be predicated 
upon what is likely to occur, what is 
desired to occur, or what could occur. 
Economic factors such as price controls, 
interest rates, a stable money market must 
also be considered.
Disclosure of the assumptions made is 
believed to be necessary for the forecast 
data to have any real meaning. These as­
sumptions may be set forth in a separate 
schedule or appendix — somewhat as the 
notes to financial statements are pre­
sented. Unfortunately, many corporate 
managements believe they are revealing 
strategic information to their competitors 
in so doing.
Technical problems include frequent re­
visions (quarterly perhaps), the time 
period covered, and determination of the 
format to be used in presenting forecasted 
data — an income statement, a balance 
sheet, and/or earnings per share.
What degree of accuracy is desirable for 
credibility? Sales is the single most dif­
ficult item to predict. Without a fairly ac­
curate sales prediction, net earnings can­
not have any degree of reliability. An em­
pirical study by Skousen, Sharp, and 
Tolman revealed that a large number of 
corporate financial officers were confi­
dent in the accuracy of their budgetary 
data. Indeed, a majority of the respon­
dents indicated accuracy to within 10 
percent.11 Other studies conducted by 
Bernstein and Daily support the 10 per­
cent range. Therefore, 10 to 15 percent of 
net income may be the border zone be­
tween materiality and nonmateriality. 
This might suggest that forecasts be given 
for different levels of sales revenues.
Would auditing forecasted data serve a 
useful function? The British feel the audit 
of forecast data provides the necessary ob­
jective viewpoint, whereas before audits 
of forecast data were required, financial 
forecasts contained too much of 
management's optimism. CPA's sur­
veyed by Skousen, Sharp, and Tolman 
indicated that they believed accountants 
could devise auditing procedures to 
quantitatively attest to the validity of 
forecasts, but not qualitatitively — that is, 
the reliability of the predictions made. At 
this date, generally accepted forecasting 
principles are not available. Should they 
be developed in the future, the extension 
of the attest function to forecasts may be­
come a normal phenomenon.
Many accountants fear that their legal 
liability will be increased if they extend 
their opinions to include forecasts. Under 
common law, a fraudulent misstatement 
of opinion, made intentionally or by gross 
negligence, could result in legal action. 
The landmark case in this area may be the 
Monsanto Chemical case decided in Oc­
tober, 1971. The decision indicated there 
was no liability where forecasts were pre­
pared if they later became inaccurate be­
cause of unforeseen circumstances.
Under the securities laws, liability ex­
ists for a material misstatement or omis­
sion of fact. The obvious question is: are 
forecasts fact or opinion? The SEC has 
indicated that it supports the latter view 
and that it would seek appropriate legisla­
tion to the effect that a forecast is not to be 
construed as a promise. Therefore, the 
liability for inaccurate forecasts may not 
be significant, especially if the SEC drafts 
appropriate legislation to protect issuers.
When actual financial operating per­
formance is significantly different from 
that forecasted, would users question the 
credibility of accountants' opinions, not 
only on forecasts, but on the financial 
statements as well? Unless the accountant 
clearly states the limits of responsibility 
taken, there is some danger that users of 
forecasts could attribute more credibility 
to them than is warranted.
The newest-formed task force on fore­
casting, headed by Philip Chenok of Main 
Lafrentz & Co. is composed of representa­
tives from the Institute's accounting stan­
dards, auditing standards and manage­
ment advisory services divisions. They 
expect to develop a statement on disclos­
ures and presentation of financial fore­
casts.
In addition, accountants can expect a 
SEC statement on the filing of financial 
forecasts with the Commission. These re­
leases are expected to be out in the fall.
Conclusion
The author believes that forecasting has 
arrived and that, no matter how much 
management and accountants protest and 
argue against forecasting, the controversy 
shall now settle around the issues that 
need to be resolved.
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Suggested Guidelines
The accountant who assists a client in 
preparing published forecasts should 
issue a report or letter. According to Ber­
trand J. Belda, the letter or report should 
disclose:
1. the purpose of the forecast,
2. the extent of the accountant's par­
ticipation,
3. the sources of information used, 
4. the major assumptions made, 
5. the extent of responsibility taken, 
and
6. a disclaimer regarding the reliabil­
ity of the forecasts.12
Current Developments
Late in the spring of 1974 the AICPA's 
management advisory services commit­
tee approved and exposed for comment a 
draft statement "Standards for Systems 
for the Preparation of Financial Fore­
casts." The draft proposes ten basic stan­
dards in developing forecasts for financial 
results on a recurring basis. The stan­
dards cover such areas as personal charac­
teristics, competence, supervision, due 
care, and client benefit. It does not deal 
with reporting, disclosure, or attestation.
Another Institute group, headed by H. 
Barry Burris, Coopers & Lybrand, is 
studying the role of the CPA in reviewing 
and reporting on financial forecasts. This 
task force is expected to make recommen­
dations to the auditing standards execu­
tive committee by the end of 1974.
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